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ARE CARTELS 
A MENACE TO WORLD 
PEACE? 


Mr. Karz: You are in charge of the enforcement of this coun- 
try’s anti-trust laws which impose limitations upon cartels, Berge. 
Is it your position that cartels are a menace to world peace? 


Mr. BERGE: Yes, I definitely think that cartels are a menace to 
world peace. 


Mr. Karz: Is that your view, Whittlesey? 


Mr. Wuitttesey: I would not argue that cartels promote peace, 
but, on the other hand, if Berge means that the existence of cartels 
is likely, in itself, to make a difference between peace and war—in 
other words, if he means that they are a major cause—that seems to 
me to attach altogether too much importance to the question of 
cartels. 


- Mr. Karz: What is it which we are discussing? Berge, what is 
your definition of a cartel? 


_ Mr. Berce: Cartels are international combinations among 
monopolies. They may take various legal forms, but, as the word 
“cartel” is generally used today, it connotes monopoly on the in- 
ternational level. 


7 x “In spite of many differences in the details of cartel organization, interna- 
tional cartels fall into three general types—the association, the patent licensing 


agreement, and the combine. 
~ “1. The association —The international cartel paccdiation resembles a bas 


ional trade association which is engaged in restrictive activities: The members 
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Usually cartel agreements involve the control of production, the 
division of markets, the fields of operation, and other an 
devices; often they involve direct price-fixing. In short, cartels are 
international arrangements which would violate our anti-trust laws} 


of such a body are producing companies in various nations. The cartel arrange 
ment is expressed in a more or less formal agreement to which all are parties on 
in the rules and regulations of the association itself. Such cartels may formally§ 
agree to fix prices; to limit and apportion output, sales, or exports; to allocate# 
market territories; to redistribute profits in accordance with an agreed formula | 
or even to sell through a jointly maintained sales agency. The economic powe 
of such an association depends upon the proportion of the total output which i 
controls and the willingness of its members to conform to the terms of thei 
agreement. Since the association’s existence and the general nature of its acti 
tivities cannot be concealed, it is politically vulnerable wherever there is a pub 


lic sentiment against monopolistic combinations. ... . 

“2. The patent licensing agreement.—Among large manufacturing enterprises. 
especially in industries in which technological progress has been rapid, the most 
common type of international cartel is the agreement as to patents and processes 
Such an agreement rests upon the fact that the participants in the cartel hold 
patents and/or operate under patent licenses. In most countries the control off 
a patent gives the owner certain monopolistic rights. .... A fully developed 
patents and processes agreement is a marketing-sharing arrangement base a 
upon an arrangement for exchange of the results of scientific research. Each part 
to the agreement undertakes to grant to the other the right to make use of they 
processes developed in its research, both past and future. The achievements of 
the research are patented in every country covered by the agreement, and they 
right of use is covered by assignment of the patents or by licenses under the 
patents. The allocation of markets is carried out by means of such assignments} 
and licenses. Each concern recognizes certain territories and perhaps certain in- 
dustrial fields as the private domain of the other. Within this domain patent 
grants are made exclusive as against third parties and often as against the com- 
pany in which the patent originates... .. In addition to the allocation of terri-! 
tories and industrial fields which is involved in the scope of the patent licenses, 
the terms of these licenses may contain provisions as to the prices at which the: 
licensees may sell, the quantities they may produce, the types of concerns; 
through which they may distribute, and various other aspects of their business} 
activities. : 

“The more comprehensive agreements as to patents and processes are con- 
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if they were done in interstate commerce by domestic corporations. 

They do the same things in our foreign trade in so far as they affect 
our foreign trade as monopoly does in the domestic scene. 


Mr. Karz: That is a legal definition; but I have heard it frequent- 
ly said that cartels are merely an effort to bring some stability into 
economic international relations. 


Mr. BERGE: What is meant by “stability’’? 


Mr. WHITTLESEY: I would like to suggest the definition of a 
friend of mine. He tells me that, when a businessman speaks about 
stabilization of prices, he means putting prices up and keeping them 
there. 


Mr. Kazz: One of the best and frankest definitions of a cartel 
that I have ever seen came from the president of an American cor- 
poration which was considering a proposal for a cartel regulating the 
production of titanium, a metal which was likely to eliminate a 
competing and inferior metal. 

He said, “The whole purpose of our combination is to obtain a 


tracts which govern the licensing of large numbers of patents already issued and 
to be issued in the future and which likewise provide for allocation, by territories 
or industries, of the right to use secret processes and the unpatentable industrial - 
experience described as ‘know-how.’.... 

“3. The combine.—The third form of cartel is the combine. It controls inter- 
national markets not by contract but by uniting competitors under a common 
ownership or management. Corporate structure thus becomes the basis for mar- 
ket control. In the simplest and most frequent case, a small corporate combination 
in a particular field of industrial activity is part of a larger cartel pattern main- 
tained by intercorporate contracts of broader scope. In a few instances, the rami- 
fications of one or two concerns are so extensive as to constitute the major portion 
of an international cartel arrangement..... The more extensive international 
combines resemble the great corporate structures which are familiar within any 
modern industrial country. In some cases they consist of groups of corporations 
bound together by elaborate interlockings of stock ownership . . . .”” (Corwin D. 
Edwards, Economic and Political Aspects of International Cartels [Washington, 
D.C.: Government Printing Office, 1944], a study made for the Subcommittee 
on War Mobilization of the United States Senate Committee on Military | 


Affairs). 
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Monopoly of patents so that no one can manufacture titanium ex- 
cept the members of our group and so raise prices on our present 
tonnage and see to it that there will not be a growth of the tonnage 
that would interfere with our profits on the competing material.” 


Mr. Berce: That definition shows very well the motives which 
usually activate cartelists. 


Mr. WHITTLESEY: You gentlemen do not impress me very much 
by bringing up instances of obscure metals, like titanium, which I 
never heard about, to prove that cartels are a major cause of war. 


Mr. Karz: Those obscure metals, such as magnesium, which has 
become very important in the production of bombs, and obscure 
products of all sorts are the secret of success in modern warfare. 


Mr. BERGE: I can give a number of examples of how cartels have 
been used as instruments of economic warfare—used by the Ger- 
mans and against our interests—and not on things that are obscure 
at all. 

Let us take, for example, military optical instruments, like range- 
finders, periscopes, bombsights—all things which are most impor- 
tant to the waging of war. The great German firm of Zeiss made 
agreements before the war with American companies which, in effect, 
kept American products out of the European market. These were 
agreements, it is true, that gave the American firms freedom from 
German competition. But when England and France wanted to 
order periscopes, bombsights, and range-finders from the United 
States, just before the war, they found that the American company 
had to turn down their orders, because it was bound by its agree- 
ment with Zeiss not to market on the continent of Europe. 


Mr. Karz: I can see how that would limit our foreign trade. But 
how is that a menace to world peace? 


Mr. Berce: Let me give you some other examples of how these 
things operate, because it shows how the cartel agreements restrict 
production in the enemy country and thereby keep that country at 
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an inferior level. These were used by the totalitarian countries 
rather than the democracies, because the totalitarian governments 
actually control the policies of their cartels. 


Mr. Wuirrtesey: What other cases do you have to cite? 


Mr. BErcE: Let me give you the example of chlorate of potash. 
That is a most important ingredient in numerous war munitions, 
but its principal peacetime use is in matches. It is an igniting sub- 
stance. 

The American match industry agreed with I.G. Farben Industry, 
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after the last war, to scrap the American production capacity of 
potash. As a result, they closed down a big plant at Savannah, 
Georgia, and did not engage in any more production of chlorate of 
potash. When the war came along, we were thus without produc- 
tion capacity for it; and our German supply was cut off. It was, in- 
cidentally, one of the things which the War Production Board listed 
in the early days of the war in which we were vitally short. 


Mr. Wuirttesey: I would suggest that, in view of the cigarette 
shortage, the shortage of matches may be less serious than it might 
otherwise have been. 


Mr. Karz: You referred a moment ago to the situation in optical 
goods. I think the most striking example which I have read of the 
consequences of the cartel in that field is with respect to the infor- 
mation which the American company bound itself to furnish to the 
German member of the cartel—information not only upon tech- 
nical matters but upon the volume of its orders from the Army and 
Navy of our country. 


Mr. Berce: That is right. Under the patent license agreements 
by which the American company got possession of certain German 
technology, it was, in turn, bound to report to the Zeiss firm a lot 
of the details about orders from the American government. As a 
‘esult, there were reports going back to Germany in the years im- 
nediately before we got into the war on the quantity and kind of 
orders of our American government for our Army and Navy.? 


ae 

-2“An even more striking use of cartel arrangements to impair the strategic 
josition of non-German military forces appears in the case of military optical 
astruments. An agreement as to such instruments, signed between Bausch & 
omb Optical Co. and Carl Zeiss of Germany in 1921, as amended in 1925, con- 
ained the following paragraphs: 
'. “ ¢The Firm of Bausch & Lomb obligates itself not to sell, directly or indirect- 
y, Military instruments to countries outside of the United States of America, 
nd vice versa Carl Zeiss obligates itself not to sell such instruments, directly or 
directly, to the United States, excepting under the following conditions: 

~ « ‘Tn the case of inquiries received by Bausch & Lomb from authorities out- 

‘de of the United States of America, by Carl Zeiss from the authorities of the 
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Mr. Wuitttesev: It seems to me that Berge has made two main 
points. One relates to the responsibility of the United States goy- 
ernment in these matters; and the second is a rather surprising ob- 
servation that these cartel agreements, which we are generally told 
are designed to influence our export trade, are designed to restrict 
imports into the United States. Is that correct? 


Mr. BercE: The cartel agreements operate to restrict both im- 
ports into this country and exports from this country. They, in 
effect, divide the world into noncompeting areas—noncompeting 
trade territories. They create private trade barriers around the 
country. An American company will agree with a German company 
not to export into certain areas that are assigned exclusively to the 
German company and the German company will agree not to ship 
to the United States. 


Mr. WHITTLESEY: You are telling me, Berge, that these carte! 
agreements helped to make this country self-sufficient. But, ac- 
cording to popular belief in these matters, self-sufficiency increases 
a country’s ability to fight a war. Why have these cartel agree. 


United States, one party informs the other of the inquiry and is obligated te 
make the protective offer named by the other party. The increase of the protec: 
tive offer over the normal price for the corresponding quantity of instruments ir 
question shall not be higher than 20%..... If the party, that has made thi 
protective offer should, nevertheless, receive the order, it is obligated to cede ir 
fuil to the other firm the excess price representing the protection.’ 

“This contract continued in effect until it was terminated by the America 
courts in 1940. During a part of the period, the restrictive language was sub 
stantially softened and in part omitted, but the actual practice corresponded t 
the agreement quoted above. In 1935, the British and French Government: 
sought to order $1,500,000 worth of range finders, gun sights, periscopes, anc 
fire control instruments from Bausch & Lomb and were refused by the company 
A report of the refusal stated this was in line with the company’s settled policr 
which, according to Dr. Bausch, founder and chairman, had been developec 
through a close understanding with the Army and Navy because such instru 
ments might conceivably be used against the interests of the United States. 

““They are not prepared for war over there... . and if we refuse to hel} 
them prepare, it puts it off just that much’ ” (zbid., pp. 61-62). 
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ments, to the extent to which they have compelled us to produce 
instead of import, not contributed to our military effectiveness? 


Mr. Berce: Your question overlooks the fact that cartel agree- 
ments very often—in fact, preponderantly in the pre-war period— 
restricted production in the United States. 

An example of that was the magnesium agreement whereby the 
1.G. Farben Industry licensed magnesium processes to an American 
company, but it provided in the agreement that there should not 
be manufactured in the United States more than four thousand tons 
a year of magnesium. You know how important that is in airplane 
manufacture, bombs, and other war uses.’ 


3 “Productive capacity in the American magnesium industry was restricted 
before the present war by a cartel arrangement in which each participant ac- 
‘complished a different purpose. The Aluminum Co. of America prevented the 
development of magnesium as an important substitute for aluminum. Dow 
Chemical Co. avoided the construction of competing plants which might have 

jeopardized Dow’s high prices. I.G. Farbenindustrie avoided the risk of American 
exports to Europe. In 1927, Dow Chemical Co. made an agreement with the 
Aluminum Co. of America by which the Aluminum Co.’s subsidiary, American 
Magnesium Corporation, ceased to produce, purchasing all its requirements from 
Dow. Subsequently, to prevent I.G. Farben from establishing magnesium plants 
‘in the United States, the Aluminum Co. made an agreement with I.G. Farben 
'in 1931 by which the magnesium patents of the two companies were pooled in 
_ Magnesium Development Corporation. The agreement provided that in no event 
could the United States production exceed 4,000 tons yearly without the consent 
/of I.G. Farben. Two years later, after a patent infringement suit had been insti- 
tuted against Dow by M. D. C., Dow agreed to supply the requirements of 
American Magnesium Corporation at less than market prices, and in return for 
this undertaking the patent pool abandoned plans to construct a magnesium 
,plant. The effect of the series of contracts was to close the existing plant which 
had been competing with Dow and to prevent the development of new capacity 
operating under the I.G. Farben patents. Moreover, Dow undertook not to ex- 
" port to Europe except a specified quantity to a designated licensee. 

' “Similar restrictions were developed in the fabrication of magnesium in the 
‘United States by an arrangement under which the same cartel members cross 
licensed each other but interposed obstacles to fabrication by others. American 
“Magnesium Corporation issued no sublicenses. Dow refused many applicants 
and limited the activities of such fabricators as it tolerated. For example, it re- 
quired its licensees to buy their magnesium from it exclusively, restricted each 
‘sublicensee to a particular type of foundry operation, prohibited sublicensees 


Mr. Karz: I can see how it is that we might say that cartels} 
were an actual cause of the last war in weakening our own produc- 
tion in important strategic materials and making Germany more 
confident in its decision to strike when it decided to do so. But are’ 
you actually suggesting that, even though we take care that Ger-| 
many is completely disarmed, cartels are in any other respect a 


cause of war? 


Mr. Wuirtttesey: Is Berge not telling us that cartels are an in- 
strument of war? In the same way, submarines and tanks, which’ 
Germany put to excellent military use, enabled her to fight the war. 
I can see how cartels may have done the same thing. But the dis- 
tinction seems to me to turn upon the question of what we mean by 
“menace.” Do we mean that cartels are an instrument of war or are 
a cause of war? 


Mr. BERrcE: I think that they are both. No doubt they were an 
instrument of war; but I say that they are much more than that; 
they are a cause, and I will try to enumerate several reasons why I 
think so. 

Let me just state, first, that I think that they are a cause of war 
because they promote totalitarianism and defeat the purposes of 
democracies. Let me illustrate it this way: Cartels inevitably call 
for a larger measure of state control over industry and thus affect 
the structure of government itself. If we believe (as I think we do) 
that totalitarian governments make for war, I think that I can show 
that cartels promote totalitarian governments. 


Mr. WHITTLESEY: You have made an interesting point. Most of 
the businessmen whom I know about, who want the privilege to 


from soliciting certain designated customers, and in effect excluded certain sub- 
licensees from particular sales areas. 

“In consequence, the production and use of magnesium in this country lagged 
far behind the development in Germany and there was a serious shortage of ex- 
perience and equipment for fabricating magnesium at the outbreak of the pres- 
ent war..... In 1938, when German production had reached 12,000 tons, 
United States production was only 2,400 tons . . . .” (ibid., pp. 31-32 and 60). 
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cartelize, have the idea they will get more freedom that way. You 
seem to be telling me that any businessman who expects that relax- 
ing the prohibitions against cartelization will give him more free- 
dom is doomed to rather extreme disappointment. 


Mr. Berce: I definitely think that he is. Cartels inevitably call 
for a whole change in the relation of government to business, I be- 
lieve. It could happen in different ways. It might happen through 
the cartels themselves becoming so strong and so important in the 

economic affairs that they virtually usurp the functions of govern- 
Ment. 

But it is more likely to happen, in a democratic country, through 
the people’s demanding that the government regulate the cartels. 
And regulation of cartels, if it is going to be effective, means the 
| building-up of a mammoth bureaucracy that surpasses anything we 
have ever dreamed of. If we are going effectively to regulate produc- 
| tion, supply, markets, and price, we have to have a government | 
strong enough to tell what is to be done in every detail of business, 
|and that means a totalitarian government. 


Mr. Wauitttesey: I think that you are viewing this with rather 
excessive alarm, if I may say so, Berge. I agree on the point of in- 
‘creased regulation. It seems to me an extraordinarily important 
| point and one which the businessmen in this country are disposed to 
overlook. On the other hand, to say that if we get that degree of 
‘regulation, we are bound to have totalitarianism seems to me to be 
‘drawing a very long bow. 

Let us just look at the case of England and Switzerland. There is 
a writer in a recent issue of Harper’s magazine who describes the 
: extent to which cartels have penetrated in Switzerland and goes so 
far as to say that Switzerland is one enormous cartel. Surely you are 
pot going to tell me that England and Switzerland are totalitarian 
‘countries. I suspect that they would maintain that they are just as 
‘democratic as we are.‘ 


| 4See W. V. Archawski, “Switzerland: Foster: Mother of Cartels,” Harper’s, 
| September, 1943. UB 
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Mr. Katz: Even if we concede that; the question is what the re- 


sults will be if the tendency toward cartelization is permitted to b 
carried much further than it has already gone. © 


Mr. WHITTLESEY: What are some of the tendencies? 


Mr. Karz: The tendencies certainly have gone very far now, and: 
I think we have overlooked one of the principal dangers. When ther 
isa completely cartelized economy, when the national members o 
cartels face each other over the cartel table, they are very likely to 
have their governments standing very near to them and backing 
them. up. If national governments face each other across the cartel 
table in this way, that is certainly a measure which will increase dis- 
trust and may bring the threat of war. 


Mr. WHITTLESEY: Would you mind translating that out of fine 
sentiments into something practical in the way of economics? What 
is that going to do to the economic performance of the country and 
conditions in those countries? 


Mr. Katz: Perhaps that is, in the longest view, the most impor- 
tant angle in which cartels may menace world peace, for it is quite 
clear that, in restricting production and thus in tending to raise 
prices and prevent the introduction of more economical substitutes 
and new methods of production, they lead to a depression of the 
standard of living. 


Mr. WHITTLESEY: Why? Why? ae do they reduce standards of 
living? 


Mr. Berce: I think that Katz has made a very important point. 
The way in which cartels operate is to set up systems of private con- 
trol of business which restrict production in the interests of holding 
up prices and of preserving the special privileges of the groups which 
are parties to the cartels. Therefore, under a cartel, there are usually 
agreements for exclusive trading areas which dry up international 
commerce, with the result that production is restricted which would 
otherwise go into commerce. Then, as a result of restricted produc- 
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tion and reduced employment, there is reduced consumption and a 
downward spiral in the whole economic scale. 


Mr. Katz: I want to add that that is not merely an economic 
argument but that the ultimate future of world peace depends upon 
maintaining employment at a high level. 


‘Mr. BERGE: Could I point out the similarity between cartel re- 
strictions on trade and the tariff barriers? On the continent of Eu- 
rope, one of the causes of war, I think we would agree, was the way 
in which countries built walls around their trade in instances where 
there was no economic justification for it. These were arbitrary 
political tariffs. There are the Balkan countries, which have been a 
hotbed of war and dissension all through the years. What tariffs do, 
if they are excessively high, and what cartel restrictions do is to 
“Balkanize” the world. 


Mr. Wauirttesey: All right, but you are arguing from one or two 


examples. Let me give you one or two examples. Let me ask whether | 
Japan was a greater or less menace to peace when she was isola- 


tionist, or after she became an international country? 

This matter of pressure on the standard of living intrigues me, 
too. Certainly no one would say that Germany had a low standard of 
living, relative to the past, in 1914. I should say that without ques- 
tion Germany had raised her standard of living to a level beyond 
anything that she had obtained before. Yet that was precisely the 
time when she embarked upon the first World War. 

The second case which I would bring up would be Japan. Down 
to 1930, Japan had been raising her standard of living by industriali- 

_ zing and developing, and yet that was precisely the time when she 
_ embarked upon her most ambitious military designs. 


Mr. Berce: I do not think that you would want to suggest by 
your question that the policy of the present countries which are 


- heavily industrialized should be to suppress industrial development 


ee in the other countries. 
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Mr. WuittLesey: No. But you are arguing that it is based upon 
the idea of economic effects. I am challenging and I suspect this 
whole economic interpretation of history. I am saying that, in spite 
of the fact that perhaps I do my own profession a disservice in doing 
so, since [ am an economist. 


Mr. Kazz: But I think what Berge has just referred to gives us a 
key to what perhaps is one of the greatest dangers for the peace in 
the long future. The quite understandable desire on the part of coun- 
tries like China to have industrial development in them faces the 
opposition of cartels, which have as one of their major purposes the 
prevention of the development of competing units of the industry in 
countries where that is not now present. 


Mr. BERGE: Could I make a point here about the way in which 
cartels interfere with public policies—that is, with the policies of 
governments? 

For example, it was to the interest of this country, as exempli- 
fied in the Good Neighbor policy, to promote trade with South 
America. We had our representatives of the Department of State 
and the Department of Commerce in South America before the war, 
trying to promote trade. At the same time that they were doing that, 
private cartel agreements decreed that the trade should not be 
made. 

We also had the policy, just before Pearl Harbor, of lend-lease. 
While Congress was still debating the Lend-Lease program, cartel 
~ agreements had already decreed that certain things should not be 
shipped to Britain and France and to the countries which we wanted 
to help. When the British Purchasing Commission attempted to 


place an order for tetrazene-primed ammunition with an American. 


company, just before Pearl Harbor, a cartel agreement forbade the 
sale.s 


5“... In the winter of 1941, while Congress was debating the Lend-Lease 
Act, cartel agreements had already decreed that certain critical types of products 
could not be sold to Great Britain. For example, when Great Britain attempted 
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Seprirercs: 


Mr. Karz: Certainly that makes the case for our diplomatic 
agencies to have very vigorous measures in mind to defeat and to 
limit those activities. 

But are we not ignoring the fact that cartelization has gone a 
great way and that there are many individuals who feel that it is a 
trend which it is going to be impossible to reverse? 


Mr. WuHiITTLESEY: I would like to ask that, too. It is not that I 
disagree with your position, but I think that you have exaggerated 
its importance. For example, suppose they did interfere, but sup- 
pose they are pretty limited in number. I do not know what the 
total number is, but it probably runs into a few hundred. How can 
you maintain that that is dominating the world economy and our 
foreign policy? How important are they?® 


to place an order for tetrazene-primed ammunition, a cartel agreement between 
du Pont and I.G. Farben forbade their sale, and it was not made. 

“Tn this case the patent attorney for the Remington Arms Company, a sub-. 
sidiary of du Pont, wrote a memorandum dated January 23, 1941, stating: 

«The further sale of Tetrazene Primed Ammunition to the British Purchas- 
ing Commission or to the Government of the Union of South Africa or to the 
Government of Canada is most undesirable by reason of our Tetrazene contract 
with R. W. S. (Rheinische cee Sprengstoff, a Mgr owned subsidiary 
of I.G. Farben). 

- “ ‘Article JII, Paragraph D of the original contract of November 14, 1929, 

reads as follows: ‘“‘Remington shall not sell military ammunition containing any 
Tetrazene in Germany and in any or all of the countries in the British Empire.” 
__ “ ‘There can be little if any question that pistol and revolver ammunition sold 
at this time to his Majesty’s Government in the United Kingdom is military am- 
munition ....or that such sale is a sale in a country of the British Empire 
within the intent of Article 111 D of the contract. 
_. “ We understand that the Process Division have recommended the use of 
Tetrazene priming in certain ammunition to be sold to the British Purchasing 
Commission. It appears obvious that this should not be done’... .” (Wendell 
Berge, Cartels: Challenge to a Free World (Washington, D.C.: Bebhe Affairs 
Tess, 1944)). 

6“Cartels are very numerous. In 1939, according to one count, itiere were 
o less than 179 world wide cartel arrangements, of which 133 covered manu- 
actured goods, 32 covered minerals, and 14 covered agricultural products and 
ervices. Out of the total of 179, American firms participated in 109. (Sincé then 
he Department of Justice has started proceedings against some 40 of these and 
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Mr. BERGE: Between the two world wars—between 1920 and 
1940—there developed cartel restrictions and cartel agreements in | 
almost every major field of industry where there was international 
trade conducted at all. Cartelization has gained substantially in the | 
last twenty or twenty-five years. 

We should have been aware of its dangers from some warnings 
that were given after the last war. I think that we have let it go too 
far and that now is the time, when the war is over and when we are 
reconsidering all political and economic arrangements, to strike for a 
policy among all nations which will promote a fuller and freer ex- 


change of goods. 


Mr. WHITTLESEY: I remember that after the last war, or during | 
the last war, we hada great deal of excitement over cartels. We 
made an investigation of foreign trade, and we established the Webb- | 
Pomerene Act, which had to do with policies in foreign trade of our | 
corporations. I am now raising the question whether we are not af- | 
flicted with a case of war nerves which has taken its expression out 
on cartels.7 


it is said that 15 or 20 more are scheduled for investigation.) Many cartel ar- | 
rangements have been in abeyance during the war, either because connections | 
with cartel members in enemy countries have been cut or because war operations | 
have been so profitable as to make cartel restrictions unnecessary to bolster up | 
the companies’ income; but in the two decades before the war they had been | 
making rapid strides .. . .”” (Milo Perkins, “Cartels: What Shall We Do about | 
Them?” Harper’s, November, 1944). 


7 The Webb-Pomerene Act, or Export Trade Act, was passed in April, 1918, | 
and is entitled “An Act To Promote Export Trade and for Other Purposes.” It 
grants certain exemptions from the anti-trust laws to export combines, on the 
basis of certain safeguards to domestic business, in order to facilitate movement 
of American goods, encourage exporters, and enable them to compete with selling 
combinations of other countries. It applies only to export goods (no resale goods) 
and provides for registration of such arrangements with the Federal Trade Com- | 
mission. The act states that “the words ‘export trade’ wherever used in this Act | 
mean solely trade or commerce in goods, wares, or merchandise exported, or in | 
the course of being exported from the United States or any Territory thereof to | 
any foreign nation; but the words ‘export trade’ shall not be deemed to include 
the production, manufacture, or selling for consumption or for resale, within the | 
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Mr. BERGE: No, I am afraid the trouble is just the opposite. I 
am afraid that we forget too soon. After the last war, President 
Wilson reminded the country of the dangers of allowing Germany 
to dominate the chemical industry, for example. In one of his last 
messages to Congress he warned of that danger. We forgot his warn- 
ing, and we were in the same position of having Germany dominate 
the world chemical fields when this war came along.® 


Mr. Katz: We have also to remember that in the discussions fol- 
lowing this war and in the development of the economic clauses of 
the peace agreement, perhaps we are facing a very critical oppor- 
tunity in which we can throw our weight upon the side of increased 
freedom of enterprise rather than upon the side of promoting further 
cartelization. 


Mr. WHITTLESEY: You are getting on to something now that ap- 
peals to me definitely. It seems to me that in a sense our attitude 
toward cartels is symbolic of our attitude toward international rela-_ 
tions generally. On the military front and politically we are fighting 
a war for freedom—for the rights of the small man, the individual, 
against authority. I would agree that the question of cartels is sym- 
bolic of that whole issue and that the cartels are disposed to re- 
strict the freedom of individuals. And, on that score, you have an 
awfully good case. 
| 


United States or any Territory thereof, of such goods, wares or merchandise, 
. nothing contained in the Act... . shall be construed as declaring illegal 
A Be ition entered into for the aie purpose of engaging in export trade and 
ictually engaged solely in such export trade... .” 
_ On file with the Federal Trade Commission at the present time are forty-four 
issociations listed as export associations in operation. Among the products which 
wre exported by these trade associations are metals and metal products, minerals 
ind oils, lumber and wood products, certain foodstuffs, and some other manu- 
actured goods such as paper, textiles, etc. 


| 8 | | Woodrow Wilson warned Congress on May 30, 1019, “The German 
“hemical industry was and may well be again a thoroughly knit monopoly, 
apable of exercising a competition of a peculiarly insidious and dangerous kind’ 
',. 2’ (I. F. Stone, “Fumbling with I.G. Farben,” Nation, January 6, 1945). 
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Mr. BERGE: That is absolutely right. We want a world where’ 
men like Edison, Henry Ford, Henry Kaiser, and Andrew Higgins 
have a chance to forge ahead, and not a world where everything is; 
ordered for us. 


Mr. Karz: But our listeners, I believe, are even more interested | 
in what can be done about it now. What can be done with respect to 
cartels as they have now developed? What can be done to prevent} 
their extension into further fields? 


_Mr. Berce: In the first place, most of these agreements as ap- 
plied to the foreign commerce of the United States violate the anti- 
trust laws. We can enforce the anti-trust laws against these agree- 
ments when they bear upon the foreign commerce of this country 
—and most of them do.° 

Then we can also throw our weight heavily upon the side of free 


enterprise at the peace table through our diplomatic representatives 
| 
9 The Sherman Anti-trust Act says, in part: ‘Every contract, combination 
in the form of trust or otherwise, or conspiracy, in restraint of trade or commerce 
among the several States, or with foreign nations, is hereby declared to be illegal. 
Every person who shall make any such contract or engage in any such combina- 
tion or conspiracy, shall be deemed guilty of a misdemeanor, and, on conviction 
thereof, shall be punished by fine not exceeding five thousand dollars, or by im- 
prisonment not exceeding one year, or by both said punishments, in the discre- 
tion of the court. : 
“Every person who shall monopolize, or attempt to monopolize, or combine 

or conspire with any other person or persons, to monopolize any part of the 
trade or commerce among the several States, or with foreign nations, shall be 
deemed guilty..... Every contract, combination in form of trust or otherwise, 
‘or conspiracy, in restraint of trade or commerce in any Territory of the United 
States or of the District of Columbia,-or in restraint of trade or commerce be- 
tween any such Territory and another, or between any such Territory or Terri- 
tories and any State or States or the District of Columbia, or with foreign na- 
tions, is hereby declared illegal. Every person who shall make any such contract 
or engage in any such combination or conspiracy, shall be deemed guilty of a 
misdemeanor. .... That the word ‘person,’ or ‘persons,’ wherever used in this 
act shall be deemed to include corporations and associations existing under or 
authorized by the laws of either the United States, the laws of any of the Terri- 
tories, the laws of any States, or the laws of any foreign country.” This statute 

was passed on July 2, 1890. 
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and through our government policy as enunciated by the President 
and State Department. President Roosevelt has come out for this 
kind of policy, of course. We can use the opportunity which we will | 
have in the postwar negotiations to try to get agreements which 
will assure a maximum of free trade—both freedom from govern- 
mental restraints and freedom from private restraints. 


Mr. Wuirtttesey: In making the case against cartels partly on 
the ground that they restrict trade into this country, have you not 
made an excellent case for doing something about our tariff restric- 
tions and reducing them, too? 


Mr. Berce: The case applies there as: well. I would like to see 
barriers of all kinds minimized to the very lowest point. 


Mr. Waitt esey: I have a feeling that the responsibility of the — 
United States government, particularly the State Department, per- 
haps, has received too little attention. Businessmen are now being 
criticized for having sold to the Japanese in the late 1930’s. But 
suppose that the businessmen had agreed not to ship oil or scrap 
iron to Japan in that period when Japan was fighting China and 
getting ready to fight us. I would like to ask you if they would not 
have been condemned for imposing unofficial sanctions.-That is a 
boycott, and a boycott is a fighting word, after all. Not only that, 
but I suspect that the Department of Justice might have moved in 
upon those businessmen and condemned them for acting in re- 
straint of trade. 


Mr. Berce: While we are at peace, it is the policy to have free- 
dom from private restraints in our commerce with all countries, and 
businessmen should not have the power or the authority to take it in- 
to their own hands to determine what the foreign policy of this 
country is to be. But when the time comes in our international rela- 
tions when it is against the interests of this country to trade with 
any country—with Japan, for instance—then the State Depart- 
ment declares that policy, and businessmen are thereafter war- | 
ranted in refusing to deal. 
ot : ‘ 
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Mr. WHITTLESEY: But with the wisdom of hindsight, we all are 
taking it out on the American businessmen. I suggest that we ought 
to judge with this wisdom the State Department, too, and not only | 
the businessmen who are concerned with cartels but businessmen | 
generally. 


Mr. BercE: I am not taking it out on the American businessman. 
Iam simply saying that foreign policy—foreign economic policy and 


foreign political policy—should be made by the government and not 
by private groups. 


Mr. Katz: Perhaps the most difficult angle of the question con- 
cerns how this country in the negotiations connected with the peace | 
is most effectively to put its weight behind increased freedom in in- 
ternational trade. : 

But there is one other angle that has to be given primary atten- 
tion. That is to make sure that German disarmament is made effec- _ 
tive aS an economic matter as well as a military matter. 


Mr. BercE: I thoroughly agree with you. We have to see to it 
that the power of German industrialization is broken when we make 
this peace. 


Mr. WHITTLESEY: How about the policies of the other coun- 
tries—not the enemy countries, but the policies of the other United 
Nations? 


Mr. Katz: There are many of them whose policies have not yet 
been developed. Certainly if we listen to information that we have 
as to the underground movements in many of the occupied coun- 
tries, we would hardly say that their sentiment is in favor of the de- 
velopment of Europe on a cartelized basis. 


Mr. Berce: I want to second Katz on that. It is a complete mis- 
take to assume that the rest of the world is irrevocably committed to 
the cartel system. There are some countries that lean more toward 
it than we do, but let us not adopt a “wave of the future” argument 
and sit back fatalistically and assume that we have no chance here. 
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When the war is over is the time to strike for a complete revision of 
the world view on this subject. 


Mr. Katz: I have often heard it said by people sympathetic to 
cartels that they are willing to concede the necessity of the registra- 
tion of cartel information with the government, but that that will 
take care of the most serious danger. 


Mr. Berce: If we are going to have cartels, I certainly think that 
the agreement should be registered. However, we would make a 
great mistake in thinking that we have solved this problem by 
merely having agreements registered with the government. We have 
to face this thing squarely and eliminate the cartel menace from in- 
ternational trade and eliminate it as a menace to peace. 


Mr. WuitTLesey: There is one thing that impresses me in what 
you have said. We are committed in this country to a system of free 
enterprise. The chief objection to cartels seems to me to be that 
they are not going to make peace inevitable but that they may make 
it far more difficult for us to maintain independence and enterprise 
and freedom within our own domestic economy. 


Mr. Berce: I thoroughly agree that they do make it more diffi- 
cult. It would be pretty hard to visualize, as a permanent thing, a 
system of free enterprise and a competitive economy domestically 
and, at the same time, our foreign trade regimented. Because, if our 
foreign trade is going to be regimented, it means that our exports 
iave to be restricted and production at home restricted. 


| Mr. Wurrrzesey: But are you not leaving any place at all for 
rovernment to step in? 


| Mr. Karz: We have to admit that there are areas, such as are 
yerhaps indicated in the field of coffee, and other places, where there 
ave been commodity agreements entered into by our government. 
“here may be cases where, in the interests of permitting develop- 
ent in other countries, we must enter into some kinds of agree- 
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Mr. Wuirrtesey: That is what I had in mind. But you would 
not say those were cartels? 


Mr. BERGE: Those are very limited situations. I do not think tha : 
there are very many of them. But if you can find a situation where 
competition will not work and where regulation and control ar : 
necessary, then I say that it must not be done by private cartels; i : 
must be done by the government through international govern 
mental agreements. I do not think, however, that there are going t 
be many such situations. 


Mr. Katz: We have seen that the dangers to world peace aris : 
from cartels in several ways. Cartels serve as a potent weapon fo | 
_ the aggressor states, and the United Nations certainly must follo 
through with measures to prevent. German use of this weapon. Th 
dangers to peace also arise if national governments face each other i 
economic belligerency across their cartel tables. 

Finally, we must remember that, for the long pull especially, 
cartels delay the introduction of improved products and production 
methods. They typically restrict output and result in the raising o 
prices. Thus they will handicap attempts to maximize employment 
in the future, and we all remember that depression and distress is 
' breeding ground for aggression and war. 
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in no way involves the responsibility of either the University of Chicago or the Na- 
tional Broadcasting Company. The supplementary information in this transcript 
has been developed by staff research and is not to be considered as representing the 
opinions a the ROUND TABLE speakers. 
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I. 


What Do You Think? 


What is a cartel? Outline the various ways in which it can be set 


_up. How does a cartel affect production? Prices? Employment? 


New enterprise? The consumer? Discuss and illustrate the most 


- common cartel practices. 


4 


. 


. Why are cartels set up? What advantages do they give their or- 


ganizers? Why do they desire limited production, high prices, 
and exclusive markets? What are the arguments for cartels? 


Are they the inevitable result of modern technology and indus- 


trial concentrations? Discuss. Can the United States hope to 
outlaw cartels if they are maintained in other parts of the world? 


. What is the relation between the domestic economic system and 


the international economic setup? How will ‘free enterprise” in 
the United States be affected by cartelization in international 
trade? Explain the economic effects of cartels upon the domestic 
market and economy. Would you advocate a system of com- 


pletely free world trade? 


Is there a causal relationship between an economic system of © 
cartels and political dictatorship? Do you agree with Berge that 
cartels promote totalitarianism and defeat the purposes of de- 


~ mocracy? Do the cartel policies of limiting production and hold- 


ing up prices reduce employment? Explain. Would postwar fail- 


_-ure to maintain full employment create a situation “Tipe” for 
_ fascism? 


. Do you think that the United Nations should adopt an anti- 
cartel policy as part of the economic provisions of the peace? 
- What economic policy in regard to world trade should be in- 
-corporated in the peace settlement? What industrial policy with 
- regard to Germany? Should the United States use its power to 
enforce a maximum of free world trade? 


. What do you think the United States should do about cartels? 
_ Should the federal government pursue an active policy of prose- 
_cuting illegal cartel practices? Should the patent law be reformed? 
' Is more than this needed? What? 
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